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REF: A) USNATO 5226; B) USNATO 6205; C) USNATO 6408 

1. ECONADS MEETING NOVEMBER 21 REVIEWED, EDITED AND APPROVED REVISED 
SUBJECT REPORT (AC/127-WP/41 1 WITH CORRIGENDA 1 AND 2) FOR 
TRANSMITTAL TO COUNCIL AS REQUESTED BY THE NAC SEPT 25 (REF A). 

REPORT WILL BE ON NAC AGENDA SOON, PROBABLY DECEMBER 4, AT WHICH 
TIME COUNCIL WILL DECIDE WHETHER REPORT SHOULD BE USED AS REFERENCE 
DOCUMENT FOR DEC MINISTERIAL. IF DEPT HAS ANY COMMENTS ON REPORT 
(TEXT QUOTED BELOW) WHICH US REP SHOULD MAKE DURING NAC DISCUSSION, 
MISSION WOULD APPRECIATE THEM BY DECEMBER 2. 

2. QUOTE. 

RECENT ECONOMIC DEVELOPMENTS IN THE USSR AND 
EASTERN EUROPE 

LIMITED OFFICIAL USE 
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NOTE BY THE ECONOMIC DIRECTORATE 

I. MAIN FEATURES 
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IN CONTRAST TO CURRENT WESTERN EXPERIENCE, LESS ECONOMIC 
DAMAGE AND FEW OVERT SOCIAL REPERCUSSIONS ARE SO FAR VISIBLE IN 
THE CENTRALLY CONTROLLED ECONOMIES OF THE EAST AS A RESULT OF THE 
ENERGY CRISIS AND THE ASSOCIATED ESCALATION OF WORLD PRICES. 

INDEED, THE USSR CONTINUES TO PROFIT FINANCIALLY FROM THE CHANGE IN 
THE TERMS OF TRADE AND TO EXPAND ITS STILL MODEST LEVEL OF COMMERCE 
WITH INDUSTRIALIZED WESTERN COUNTRIES. IN MOST EASTERN COUNTRIES, 
INCREASES IN DOMESTIC PRICES HAVE SO FAR NOT BEEN VERY GREAT, AND 
ECONOMIC GROWTH THIS YEAR SHOULD BE MODERATELY RAPID THOUGH LESS 
THAN THE 1973 GROWTH RATE OF 6PCT. IN THE SOVIET UNION, THIS SLOWDOWN 
REFLECTS (I) THE LARGE SHARE OF GNP STILL CONCENTRATED IN AGRICUL- 
TURAL OUTPUT, WHICH IS NOT REPEATING IN FULL THE EXTRAORDINARY GAIN 
MADE IN 1973, AND (II) A LONG-TERM DECLINE IN THE RATE OF GROWTH 
OF INDUSTRIAL PRODUCTION. THE PRINCIPAL ECONOMIC DAMAGE IS CONCEN- 
TRATED IN OTHER EASTERN COUNTRIES: TRADE DEFICITS WITH THE WEST 
HAVE BEEN BOOSTED BY PRICE RISES FOR IMPORTED COMMODITIES; SOVIET 
ECONOMIC LEVERAGE HAS INCREASED. 

2. PROSPECTS FOR EASTERN ECONOMIC GROWTH THIS YEAR SEEM TO 

BE MORE OR LESS IN LINE WITH LONG-TERM TRENDS DESPITE THE MARKED 
SLOWDOWN IN ECONOMIC ACTI ITY IN THE INDUSTRIAL WEST. EASTERN 
HARVEST PROSPECTS ARE LESS FAVORABLE THAN LAST YEAR. IN THE USSR. 
PRODUCTION CONTINUED TO RISE AT 7PCT FOR PETROLEUM, 9PCT FOR 
NATURAL GAS AND 2PCT FOR COAL, BUT WAS STILL BELOW THE GROWTH RATES 
TARGETED IN THE 1971-75 PLAN. WITH THE EXCEPTION OF EAST GERMANY AND 
BULGARIA. HOWEVER, GROWTH OF EASTERN INDUSTRIAL OUTPUT ACCELERATED 
DURING THE FIRST HALF OF 1974. 

3. IN THE USSR, INFLATIONARY PRESSURES ARE REAL BUT NOT 
NECESSARILY REFLECTED IN RISING PRICES BECAUSE (I) DOMESTIC PRICES 
ARE FIXED ADMINISTRATIVELY AND THUS INSULATED AGAINST PRICE RISES 
IN THE WEST, (II) MOST FOREIGN COMMERCE IS DIRECTED TO OTHER 
COMMUNIST COUNTRIES, AND (III) THE ROLEOF MONEY IS RESTRICTED. 
CONSIDERABLE EXCESS DEMAND NEVERTHELESS RESULTS FROM SHORTFALLS 
IN OUTPUT THAT HOLD ITS GROWTH BELOW THAT 

OF MONEY WAGES AND INVOLUNTARY SAVINGS ARE ACCUMULATING. IN POLAND, 
RUMANIA, HUNGARY, AND CZECHOSLOVAKIA, ON THE OTHER HAND SUCH 
LIMITED OFFICIAL USE 
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INFLATIONARY PRESSURE IS LESS TIGHTLY CONTAINED. PRICES HAVE 
RECENTLY INCREASED FOR FUELS AND FOODSTUFFS, WHOSE SUPPLY HAS 
APPARENTLY BEEN CONSTRAINED BY SHORTFALLS IN OIL IMPORTS AND THE 
SUGAR-BEET HARVEST. IN HUNGARY, ECONOMIC REFORMS HAVE INTRODUCED 
SOME MARKET ELEMENTS. POLAND AND RUMANIA DIRECT OVER HALF OF THEIR 
FOREIGN TRADE TO THE WEST, WHERE RISING PRICES ADD A POTENTIAL 
COST-PUSH. SUCH UPWARD PRESSURES ON DOMESTIC PRICES ARE NO DOUBT 
MOUNTING AND THE RESULTING CONSUMER SHORTAGES TEND TO INCREASE 
SOCIAL TENSIONS. 

4. THE USSR CONTINUES TO SEEK A SIGNIFICANT RISE IN IMPORTS 

OF WESTERN MACHINERY AND TECHNOLOGY, INTER ALIA TO DEVELOP ITS 


Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 



Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 


NATURAL RESOURCES. GIVEN THE RELATIVE SCOPE OF ECONOMIC PROBLEMS 
ON BOTH SIDES. THE SOVIET UNION WOULD ALSO PROBABLY DERIVE MORE 
BENEFIT IN TERMS OF OVERALL ECONOMIC DEVELOPMENT THAN THE WEST 
FROM SUCH AN INCREASE, WHICH MIGHT BECOME AN IMPORTANT LONG-TERM 
STIMULUS TO SOVIET ECONOMIC GROWTH. TO FINANCE SUCH IMPORTS, THE 
USSR CONTINUES TO PRESS FOR WESTERN EXPORT CREDITS AT LOW INTEREST 
RATES BUT CLEARLY REQUIRES THEM LESS AND LESS. THE EXTERNAL 
FINANCIAL POSITION OF THE USSR CONTINUES TO THRIVE ON THE RELATIV- 
ELY HIGH WORLD PRICE OF OIL. RAW MATERIALS, AND GOLD. IN TIME, 

THIS STIMULUS SHOULD ALSO STRENGTHEN THE SOVIET DOMESTIC ECONOMY 
INCLUDING ITS CAPABILITIES FOR DEFENCE EXPENDITURE. FOLLOWING 
YEARS OF DEFICITS, THE BALANCE OF SOVIET TRADE IN CONVERTIBLE 
CURRENCIES WILL PROBABLY SHOW A SURPLUS IN 1974. RECORDS SET LAST 
YEAR ARE BEING EQUALLED OR EXCEEDED IN THE CASE OF THE GROWTH OF 
SOVIET FOREIGN TRADE AND THE VALUE OF SOVIET ORDERS FOR MACHINERY 
IN INDUSTRIALIZED WESTERN COUNTRIES. IN NEGOTIATING SUCH ORDERS, 

MOSCOW HAS GAINED GREATER FLEXIBILITY IN BARGANING AND IN TERMS OF 
PAYMENTS, REPORTEDLY AGREEING TO SIMPLE BARTER AND CASH PAYMENTS 
IN SOME TRANSACTIONS AND IN OTHERS, WESTERN CREDIT FINANCING 
FREQUENTLY LINKED WITH COMPENSATION ARRANGEMENTS (PLANT FOR PRODUCT). 

5. SOVIET BARGAINING POWER IN OTHER EAST EUROPEAN COUNTIES 

HAS BEEN STRENGTHENED BY THE CHANGED TERMS OF TRADE TOGETHER WITH 
MOSCOWS COMMANDING OSITION (EXCEPT IN RUMANIA AND POLAND) AS 
PROVIDER OF ENERGY AND INDUSTRIAL RAW MATERIALS. PERHAPS IN ANTI- 
CIPATION OF FUTURE SOVIET PRESSURES, POLAND, HUNGARY AND 
CZECHOSLOVAKIA HAVE MOUNTED IMPORT BOOMS THAT HAVE BOLSTERED 
INDUSTRIAL PERFORMANCE BUT ALSO BOODTED TRADE DEFICITS WITH THE 
WEST. 

LIMITED OFFICIAL USE 
LIMITED OFFICIAL USE 

PAGE 04 NATO 06525 01 OF 03 230250Z 

6. THESE INDICATIONS UNDERLINE THE IMPORTANCE OF WESTERN 

CREDITS FOR SMALLER EAST EUROPEAN COUNTRIES, WHOSE COMMERCE WITH 
THE INDUSTRIAL WEST AND RATES OF ECONOMIC GROWTH PROBABLY DEPEND 
INCREASINGLY ON THE AVAILABILITY OF SUCH FINANCING OF TRADE DEFITS. 

IN THE PRESENT ERA OF SERVER INFLATION IN THE WEST, ALL EASTERN 
COUNTRIES STAND TO BENEFIT ADDITIONALLY FROM CREDITS THAT POSTPONE 
PAYMENTS UNTIL A FUTURE TIME WHEN THEY MIGHT BE FACILITATED BY THE 
DECREASED VALUE OF MONEY. THE MAIN EASTERN BENEFICIARIES MAY WELL 
BY HUNGARY, CZECHOLSLOVAKIA, EAST GERMANY, AND BULGARIA, WHOSE 
LONG TERM CAPABILITIES FOR ALTERNATIVE MEANS OF SETTLEMENT-E.G., 

BARTER OR CASH PAYMENTS- ARE PROBABLY WEAKER THAN THOSE OF 
THEIR ALLIES. 

LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 01 NATO 06525 02 OF 03 230108Z 

66 


Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 



Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 


ACTION EUR- 12 

INFO OCT-01 ISO-OO CIAE-00 PM-03 INR-05 L-02 ACDA-05 

NSAE-00 PA-01 RSC-01 PRS-01 SP-02 USIA-06 TRSE-00 

SAJ-01 EB-07 COME-OO FRB-01 NIC-01 OMB-01 DODE-OO 

NSC-05 SS-15 FEA-01 AGR-05 INT-05 FPC-01 CIEP-01 

CEA-01 OES-03 STR-01 /088 W 

082556 

P 222135Z NOV 74 

FM USMISSION NATO 

TO SECSTATE WASHDC PRIORITY 8948 

LIMITED OFFICIAL USE SECTION 2 OF 3 USNATO 6525 

H. USSR 

(A) DOMESTIC DEVELOPMENTS 

7. SOVIET ECONOMIC PROSPECTS TO DATE IN 1974 APPEAR MODERATELY 
FAVORABLE THOUGH LESS THAN THE ESTIMATED 6PCT GROWTH OF GNP LAST 
YEAR. THE GRAIN HARVEST IS EXPECTED TO BE BETWEEN 190 AND 205 
MILLION TONS (1) -THE SECOND LARGEST IN HISTORY BUT SOMEWHAT BELOW 
THE 1973 LEVEL. SUCH A DECLINE WOULD SLOW GENERAL ECONOMIC 
EXPANSION AND WOULD LEAVE A SUBSTANTIAL DEFICITI OF FEEDGRAINS 
NEEDED FOR THE HIGH-PRIORITY LIVESTOCK PROGRAMME, WHICH IS 
INTENDED TO PROVIDE A PROTEIN-RICH DIET OF MEAT AND DAIRY 
PRODUCTS BY 1975. 

8. IN INDUSTRY, PERFORMANCE HAS BEEN STRONGER. PRODUCTION 
ROSE 8.2PCT DURING THE FIRST NINE MONTHS OF 1974, SOMEWHAT FASTER 
THAN THE LOW RATES OF RECENT YEARS BUT WELL BELOW THE AVERAGE OF 
THE 1960'S. THE ACCELERATION STEMS FROM A 6.7PCT RISE IN LABOR 
PRODUCTIVITY AND PARTLY ALSO FROM THE 1973 HARVEST, WHICH HAS 
BOOSTED OUTPUT OF THE FOOD INDUSTRY. THE SPEED-UP STILL APPEARS 
INSUFFICIENT TO PUT MAJOR GOALS OF THE AMBITIOUS 1971-75 PLAN 
LIMITED OFFICIAL USE 
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WITHIN REACH. DURING JANUARY-SEPTEMBER, OIL PRODUCTION MET ITS 
SCALED-DOWN OUTPUT PLAN (2PCT UNDER THE ORIGINAL SCHEDULE OF THE 
FIVE-YEAR PLAN) WHILE OUTPUT OF NATURAL GAS FELL SLIGHTLY SHORT OF 
ITS PLANNED 1974 PACE (WHICH IS 6PCT BELOW THE INITIAL PLAN TARGET). 
PRODUCTION OF ELECTRICITY AND CONSUMER GOODS WERE CONSIDERABLY 
LESS THAN ASSIGNED UNDER THE 1974 PLAN AND OUTPUT OF AGRICULTURAL 
EQUIPMENT WAS 7PCT UNDER THE 1973 LEVEL. 

9. A NUMBER OF ECONOMIC REFORM MEASURES ARE IN PROGRESS OR 
BEING DRAFTED, THOUGH NONE ENVISAGES ANY REAL DEPARTURE FROM 
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CENTRALIZED PLANNING AND CONTROL OF THE ECONOMY. INDUSTRIAL 
ENTERPRISES ARE BEING GROUPED INTO LARGER ASSOCIATIONS, ALTHOUGH 
MORE SLOWLY THAN PLANNED, AND A SIMILAR ORGANIZATIONAL SCHEME IS 
BEING PREPARED IN AGRICULTURE. 

(B) EXTERNAL ECONOMIC RELATIONS 

10. THE SOVIET INTERNATIONAL FINANCIAL POSITION IS EXPECTED 

TO BE FURTHER STRENGTHENED THIS YEAR. GRAIN IMPORTS ARE DECREASING 
AND OPPORTUNITIES TO SELL ARMS ABROAD FOR CONVERTIBLE CURRENCIES 
HAVE INCREASED. ABOVE ALL, THE CONSIDERABLE IMPROVEMENT IN THE 
SOVIET TERMS OF TRADE, STEMMING FROM THE RECENT RISE IN PRICES 
OF GOLD. OIL AND RAW MATERIALS, HAS BEEN LARGELY MAINTAINED. 

AS A RESULT, THE SOVIET GOLD STOCK IS CURRENTLY VALUED AT MORE 
THAN $10 BILLION OR ALMOST FOUR TIMES THE SOVIET DEBT TO WESTERN 
COUNTRIES. IN THE CASE OF OIL, THE PRICE INCREASE WILL PERMIT THE 
USSR TO INCREASE ITS EARNINGS IN THE WEST APPRECIABLY WITHOUT A 
PROPORTIONATE RISE IN EXPORT VOLUME, WHICH IS CONSTRAINED BY 
SHORTFALLS IN OIL PRODUCTION AND BY OBLIGATIONS TO EASTERN EUROPE 
AND BY THE INCREASE IN INTERNAL CONSUMPTION. EXPORTS OF NATURAL 
GAS TO THE WEST ARE BEGINNING TO GROW. THE SUBSTANTIAL HARD- 
CURRENCY TRADE DEFICIT OF THE PAST YEARS WILL PROBABLY GIVE WAY 
IN 1974 TO AN APPRECIABLE SURPLUS, WITH SOVIET EXPORTS 
RISING AS MUCH AS TWO-THIRDS IN VALUE. AT MID-YEAR, TOTAL 
SOVIET TRADE HAD RISEN 20PCT, EQUALLING THE RECORD PACE OF 1973. 

1 1 . THE INCREASING CREDIT- WORTHINESS OF THE USSR HAS WIDENED 

ITS OPTIONS IN EXTERNAL PAYMENTS AND IN COMMERCIAL TACTICS, ENHANCING 
ITS CAPABILITIES TO OBTAIN WESTERN GRAIN EQUIPMENT AND ADVANCED 
TECHNOLOGY, WHICH ARE IMPORTANT TO ECONOMIC GROWTH. IN TIME, 

THESE STIMULI MAY ALSO EASE THE SOVIET DEFENCE BURDEN AND STRENGTHEN 
LIMITED OFFICIAL USE 
LIMITED OFFICIAL USE 
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THE ECONOMIC FOUNDATIONS OF THE SOVIET MILITARY EFFORT. THUS FAR 
IN 1974, ADVANCE COMMITMENTS BY THE USSR TO PURCHASE GRAIN ABROAD 
AMOUNT TO ABOUT 5 MILLION TONS ($800-1,000 MILLION). WITH TWO 
MONTHS REMAINING IN 1974, SOVIET ORDERS FOR MACHINERY AND 
EQUIPMENT FROM NON-COMMUNIST INDUSTRIALIZED COUNTRIES ARE ALREADY 
ESTIMATED AT OVER $3,000 MILLION -WELL ABOVE THE PREVIOUS HIGH 
OF ABOUT $2,500 MILLION SET IN 1973. THE USSR HAS SHOWN A GROWING 
TENDENCY THIS YEAR TO PAY CASH FOR SUCH PURCHASES, AS IN THE CASE 
OF A $1,000 MILLION STEEL PLANT AND $100 MILLION IN CONSTRUCTION 
MACHINERY. SIMPLE BARTER ALSO SEEMS TO BE REGAINING SOME FAVOR 
IN SOVIET COMMERCE WITH THE INDUSTRIALIZED WEST. IN SEPTEMBER, 

THE USSR PLACED AN UNUSUALLY LARGE ORDER FOR $1,500 MILLION OF 
WIDE-DIAMETER PIPE TO BE DELIVERECD DURING 1976-1980 AND TO BE PAID 
FOR IN KIND, I.E. RAW MATERIALS. 

12. THE SOVIETS NEVERTHELESS DO NOT SPURN WESTERN CREDITS, 

E.G. IN RECENT ORDERS OF $300 MILLION IN LORRIES AND $200 MILLION 
FOR FOUR AMMONIAPLANTS; SUCH BORROWING IS ALL THE EASIER 
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BECAUSE SOVIET CREDIT- WORTHINESS HAS BEEN REINFORCED. GIVEN 
THE CURRENT HIGH RATE OF INFLATION OF WORLD PRICES, CREDITS AT 
RELATIVELY LOW INTEREST RATES WOULD OBVIOUSLY BENEFIT THE USSR. 
LONG-TERM CREDITS ARE ALSO CLOSELY RELATED TO LARGE-SCALE, SELF- 
LIQUIDATING DEVELOPMENT PROJECTS WHERE REPAYMENTS CAN BE MADE WITH 
GOODS; THUS, A $450 MILLION SOVIET ORDER FOR JAPANESE MINING 
AND TRANSPORT EQUIPMENT LAST JUNEWILL BE PAID FOR OVER TIME 
WITH COKING COAL TO BE MINED BY THE EQUIPMENT AT SIBERIAN 
DEPOSITS. 

ID. OTHER EAST EUROPEAN COUNTRIES 

13. THUS FAR IN 1974 ECONOMIC ACTIVITY IN OTHER EAST EUROPEAN 
COUNTRIES PRESENTS A MIXED PICTURE. HARVEST PROSPECTS IN 
INDIVIDUAL COUNTRIES VARY FROM UNCERTAIN TO UNFAVORABLE. IN 
REGARD TO INDUSTRIAL PRODUCTION, THE EXPANSIVE TENDENCIES OF 1973 
WERE REINFORCED DURING THE FIRST SIX MONTHS OF 1974 IN POLAND, 

RUMANIA AND HUNGARY, WHERE GROWTH EXCEEDED ANNUAL AND LONG- 
TERM PLANS. THE OPPOSITE SITUATION PREVAILED IN BULGARIA AND 
EAST GERMANY. 

14. SUCH FLUCTUATIONS IN RATES OF GROWTH OF INDUSTRIAL OUTPUT 
MAY BE DUE PARTLY TO THE DIFFERING IMPACTS ON NATIONAL TERMS OF 
LIMITED OFFICIAL USE 
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TRADE RESULTING FROM THE SHARPLY RISING WORLD PRICES OF OIL AND 
MATERIALS. THE RESULTANT RISE IN IMPORT COSTS MAY HAVE BEEN A 
FACTOR IN A REPORTED LEVELLING-OFF OF EAST GERMAN PURCHASES OF 
INDUSTRIAL RAW MATERIALS FROM NON-COMMUNIST COUNTRIES. ON THE 
OTHER HAND, POLAND AND RUMANIA, AS EXPORTERS OF SUCH ITEMS, WERE IN 
A LESS VULNERABLE POSITION AND INDEED INCREASED THEIR FOREIGN 
TRADE ABOUT 35PCT AND THEIR INDUSTRIAL PRODUCTION 13 TO 15PCT 
DURING JANUARY TO JUNE 1974. IN POLAND THE CONSUMER WAS 
ALLOTTED A SUBSTANTIAL SHARE OF THE INCREMENT, AS REAL WAGES ROSE 
8PCT. IN ALL CASES, THE EFFECT OF CHANGES IN WORLD PRICES 
WAS ONLY MODERATE, CAUSING ONLY MARGINAL CHANGES IN GROWTH 
RATES. THE BULK OF THE TRADE OF SMALLER EAST EUROPEAN COUNTRIES 
IS NOT YET AFFECTED BY RECENT WORLD PRICE MOVEMENTS SINCE IT 
IS DIRECTED TO THE USSR OR EACH OTHER AND GOVERNED BY FIVE- 
YEAR TRADE AGREEMENTS WHICH HAVE HITHERTO BEEN BASED ON 
AVERAGE PRICES OF PAST YEARS. 

LIMITED OFFICIAL USE 
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15. TO A CERTAIN EXTENT, HOWEVER, THE ACCELERATING INDUSTRIAL 
EXPANSION IN CERTAIN COUNTRIES PROBABLY REFLECTS AN UNWILLINGNESS OF 
THE AUTHORITIES TO RESTRICT GROWTH OF HEAVY INDUSTRY FOR THE SAKE 

OF EXTERNAL BALANCE WITH ALL NON-COMMUNIST COUNTRIES. HUNGARY 
AND CZECHOSLOVAKIA. WHICH ARE ABOUT AS DEPENDEDNT AS EAST GERMANY 
AND BULGARIA ON MATERIAL IMPORTS, APPARENTLY MADE LITTLE EFFORT TO 
RESTRICT THEM, INCREASING THEIR PAYMENTS THEREFORE BY AN 
UNPRECEDENTED 50-60 PCT TO NON-COMMUNIST SUPPLIERS. IN BOTH 
COUNTRIES, THE RESULTING INVESTMENT BOOMS BOOSTED INDUSTRIAL 
OUTPUT AT OR ABOVE PLANNED RATES BUT ALSO RESULTED IN RISING 
TRADE DEFICITS. 

16. EVEN POLAND SEEMS TO BE STRAINING ITS CONSIDERABLE TRADE 
CAPABILITIES BASED ON REMITTANCES FROM ABROAD; SHIPPING AND TOURISM 
SERVICES; AND EXPORTS OF COAL, MACHINERY, AND (FOR THE FUTURE) 
ELECTRICITY. AS OF MID- 1974. POLISH IMPORTS FROM THE INDUSTRIAL 

WEST HAD RISEN 70PCT OVER THE LEVEL OF THE FIRST SIX MONTHS OF 1973 
AND INVESTMENT WAS UP 27PCT. FOR 1974 AS A WHOLE, A TRADE DEFICIT 
OF $1,700 MILLION, LARELY WITH THE WEST, IS PLANNED. POLAND BORR- 
OWED $100 MILLION FROM THE EUROMARKET AT RELATIVELY HIGH RATES 
IN OCTOBER FOR DEVELOPMENT OF THE COPPER INDUSTRY AND SO FAR THIS 
LIMITED OFFICIAL USE 
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YEAR HAS ORDERED ABOUT $800 MILLION IN WESTERN EQUIPMENT FOR 
FUTURE DELIVERY. 

17. PRICES FOR COAL, OIL, AND FOODSTUFFS HAVE BEEN RAISED IN 
HUNGARY, POLAND, CZECHOSLOVAKI, AND RUMANIA IN ORDER TO CONSERVE 
ENERGY AND BECAUSE OF A POOR SUGAR-BEET HARVEST. INFLATIONARY 
PRESSURE IS ESPECIALLY EVIDENT IN POLAND AND HUNGARY WHERE MONEY 
WAGES ROSE 10-15PCT DURING JANUARY-JUNE 1974. IN HUNGARY, GROWTH OF 
INDUSTRIAL PRODUCTION IS PLANNED AT ONLY 6PCT FOR THE FULL- YEAR. 

THE COST OF LIVING INCREASED ABOUT 4PCT IN POLAND AND IN SEPT FUEL 
PRICES WERE RAISED AN AVERAGE 25PCT IN HUNGARY. 
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18. THE SEEMING UNWILLINGNESS OF SOME EAST EUROPEAN COUNTRIES 
TO RETRENCH IN THE FACE OF DETERIORATING TERMS OF TRADE AND/OR 
RISING EXTERNAL DEFICITS MAY STEM FROM SEVERAL CAUSES. THE POLISH 
AUTHORITIES IN PARTICULAR MAY BE MOTIVATED BY CONCERN OVER CONSUMER 
EXPECTATIONS WHICH IN 1970 ERUPTED IN CIVIL DISTRUBANCES AFTER 

MEAT PRICES WERE RAISED. HUNGARY AND CZECHOLSOVAKIA AS WELL AS 
POLAND ARE PROBABLY RELYING ON WESTERN CREDITS TO FINANCE THE 
DEFICITS. MOUNTING INDEBTEDNESS MIGHT IN ANY CASE BE OF POSITIVE 
BENEFIT IN AN ERA OF RAPID INFLATION WHICH EASES FUTURE REPAYMENTS 
OF CREDITS BY DECREASING THE VALUE OF MONEY. MOREOVER, SOVIET 
OPPOSITION TO SUCH SHOPPING SPREES MIGHT INCREASE IN COMING 
YEARS WHEN COMECON TRADE AGREEMENTS ARE RENOGTIABLE AND THE USSR 
WILL THUS HAVE THE OPTION TO DEMAND PRICE INCREASES FOR THE OIL 
AND INDUSTRIAL RAW MATERIALS IT PROVIDES ITS ALLIES. 

SUCH SOVIET LEVERAGE COULD RESULT IN DIVERSION OF SOME OF 
THEIR HIGH QUALITY EXPORTS FROM THE WEST TO MOSCOW, THUS LIMITING 
PROSPECTS FOR FURTHER DEVELOPMENT OF EAST- WEST TRADE. 

FURTHERMORE, THE POSSIBILITY OF TIGHTER COMECON INTEGRATION IN 
THE NEAR FUTURE MAY HAVE PROMPTED POLAND, HUNGARY AND 
CZECHOSLOVAKIA TO STRENGTHEN THEIR COMPETITIVENESS IN THIS 
INCREASINGLY IMPORTANT REGIONAL MARKET BY LAST-MINUTE PURCHASES 
OF RELATIVELY ADVANCED WESTERN TECHNOLOGY AND EQUIPMENT. 

19. THE CONTINUING IMPORT BOOM MAY WELL BE OF LIMITED 
DURATION FOR SOME SOUNTRIES AT LEAST. EEC RESTRICTIONS ON IMPORTS 
OF BEEF AND LIVESTOCK SHOULD CURTAIL EARNINGS - AND IMPORT 
CAPABILITIES - OF EAST EUROPEAN MEAT EXPORTERS. HUNGARY, WHICH 
RELIES PARTLY ON FISCAL AND PRICING POLICIES AS PART OF ITS 
LIMITED OFFICIAL USE 
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ECONOMIC REFORM, HAS MOVED TO RESTRAIN IMPORT DEMAND BY RAISING 
TAXES ON WEALTH AND INCREASING DOMESTIC FUEL PRICES. MORE 
STRINGENT ENERGY CONSERVATION MEASURES ARE REPORTEDLY PLANNED 
FOR NEXT YEAR IN HUNGARY ALONG WITH PRICE INCREASES OF 33 TO 
100 PCT FOR METALS AND MATERIALS. 

IV. COMCON ORGANIZATION 

20. RECENT ECONOMIC TRENDS HAVE ALSO BEEN TO THE ADVANTAGE 
OF THE SOVIET UNION IN THE COMECON ORGANIZATION. THE POSSESSION 
OF AMPLE ENERGY AND OTHER RAW MATERIAL RESOURCES AT A TIME WHEN 
THE WORLD AT LARGE IS CONSCIOUS OF ITS GROWING DEPENDENCE ON THESE 
COMMODITIES HAS GREATLY STRENGTHENED THE SOVIET ECONOMIC POSITION 
VIS-A-VIS THE OTHER MEMBERS AND REINFORCED ITS DOMIINANCE OVER 
THE EAST. THE TREND TOWARDS COMMON DEVELOPMENT PROIECTS HAS 
GATHERED FORCE AND, AT THE 28TH COMECON SESSION IN SOFIA LAST 

JUNE, IT WAS DECIDED TO INCORPORATE IN NATIONAL PLANS SECTIONS 
DEALING SPECIFICALLY WITH QUESTIONS OF SPECIALIZATION AND 
INTEGRATION. PRESUMABLY, THE USSR WILL ATTEMPT TO EXPLOIT THESE 
ADVANTAGES DURING THE PREPARATION 
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AND COORDINATION OF PLANS FOR THE FIVE-YEAR PERIOD STARTING 
IN 1976. 


(1) AN ESTIMATED 15-20PCT CONSISTS OF MOISTURE AND LOSSES 
DUE TO INADEQUATE STORAGE AND TRANSPORT. END QUOTE. 
MCAULIFFE 

LIMITED OFFICIAL USE 
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